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I 



INTRODUCTION 



The Cost Account Roll-Up (CARU) System is a 
computer-based information system designed primarily to 
enhance management capabilities under the Productive Unit 
Resourcing System (defined below). It was developed at the 
Naval Supply Center, Charleston, South Carolina with the 
consent of Naval Supply Systems Command (NAVSUP). CARU 
provides accurate, real time labor distribution data which 
are essential for effective management under the Productive 
Unit Resourcing System but are not available elsewhere in a 
consolidated, readily accessible format. CRef. 11 The way 
CARU operates is to record labor costs at the individual 
employee level and to roll these costs up to successively 
higher levels, i.e., job order, cost account and program. 

The system also has the capability to provide productivity 
and quality control information from the individual level up 
to the program level. CARU is defined by its developers as a 
management and financial system that: 

1. encourages macro mananagement by field activities and 
headquarters (NAVSUP) ; 

2. is timely; 

3. is accurate; 

4. provides a review of activity funds execution as 
budgeted, in the rate format; 

5. encourages competency in employment and personal 
accoun tabi 1 i ty ; 
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6. accomodates changing management styles; and 

7. provides to headquarters a bottom-line accounting 
system for activity analysis and comparison. CRef. 21 

The Productive Unit Resourcing System (PURS) is a 
relatively new NAVSUP funding strategy initially implemented 
to fund the physical distribution function at Naval Supply 
Centers (NSCs). The basic concept is to provide funds for a 
planned workload at a specified rate per unit of work 
accomplished. Activities are given incentives to accomplish 
the work at less than that rate. The strategy is based upon 
the premise that an activity should be funded for work 
produced, not for fixed staffing and non-labor costs. CRef. 
3 1 PURS will be defined in more detail later in the study. 

In FY 1986 PURS was expanded to include procurement. In 
FY 1987 the program will be further expanded to include 
inventory control and ADP. CRef. 4 1 PURS is in place at 
the eight NSCs, Aviation Supply Office (ASO), Ships Parts 
Control Center (SPCC), Naval Publications and Forms Center 
<NPFC),the Navy Regional Finance Center (Washington, D. C.), 
and the four Naval Regional Contracting Centers. CRef. 5 =pp. 

1 i 

This study explores the potential of CARU to impact 
positively on the ability of NAVSUP managers to improve 
productivity under PURS. 
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A 



OBJECTIVES OF THE RESEARCH 



The objectives of this research effort are to present the 
provisions of CARU and to assess its effectiveness as an 
information system. The research attempts to answer such 
questions as : 

1. What is the impetus behind the development of the CARU 
System? 

2. Is CARU a dynamic system? Can it change or grow to 
meet the changing need of managers? 

3. What costs are involved in implementing the system, and 
who will bear those costs? 

B. SCOPE AND LIMITATIONS OF THE STUDY 

The CARU System was designed for use at NAVSUP field 
activities. This study focuses on the application of the 
system at those activities. Because the system is still in 
the prototype stage, its usage has been limited to operation 
at NSC, Charleston, South Carolina. 

C. RESEARCH METHODOLOGY 

The research for this study consisted of an in-depth 
review of the CARU prototype at NSC Charleston. Personal 
interviews with system developers and major users were the 
major sources of information. Appendix A is a list of 
interview questions that were used to structure interviews 
with the actual users of CARU. Personal interviews were 
conducted at NSC Oakland, California, with the Comptrol ler 
and Deputy Comptroller. NSC Oakland plans to implement the 
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CARU System once it is available for use outside NSC 
Charleston. A literature review of management systems and 
management information systems was also conducted in order to 
provide a frame of reference for the study. 

The information collected was then used to do the 
f ol lowing : 

1. Examine the provisions of CARU against the criteria of 
its stated objectives. 

2. Assess the usefulness of CARU according to its major 
users. 

3. Identify CARU shortcomings. 

4. Explore the feasibility of expanding the use of CARU to 
other commands and for other uses. 

D. ORGANIZATION OF THE STUDY 

Chapter II presents the framework and background data to 
provide a setting for CARU. Chapter III sets forth the 
objectives and procedures of CARU. Chapter IV is an 
evaluation of CARU, assessing its effectiveness as an 
information system. Chapter V examines alteratives to the 
system, other applications, and exportability. Chapter VI 
presents final conclusions and recommendations. 
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II 



FRAMEWORK FOR CARU 



The prototype for CARU was placed in operation at NSC 
Charleston in FY 1986. [Ref. 43 The system provides the 
closest thing to real-time labor distribution data 
currently available. It provides information in a format 
that is consistent with the manner in which field 
activities are budgeted under PURS. CARU has the 
capability to provide quality control information and 
productivity data for management purposes. It also 
provides a simplified UMR (Uniform Management Report) type 
report which greatly reduces the amount of detail reported 
to NAVSUP headquarters. [Ref. 13 

The following paragraphs provide some background into 
the events leading up to the development of CARU. 

A. PURS 

CARU is basically a support system for PURS, although 
it has far more applications than just that. PURS 
(sometimes referred to as “rate resour c i ng “ ) . is a 
recently developed budgeting and funding strategy in effect 
at selected NAVSUP field activities. The strategy was 
initiated in FY 1985 to fund civilian labor performing 
physical distribution operations at the NSCs. It was 
designed to reduce expenses through a more efficient use of 
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the workforce. CRef. 3D Actual dollar savings realized 

are then rebated to qualifying activities on a "share" 

basis with NAVSUP. PURS applies to 0&M,N funds only. 

Operation under PURS requires: 

. - . the control of a flexible workforce that can 

accomodate changes in workload at lowest cost — i.e., 
staffing to minimum workload and bringing in 
temporary/ intermi ttent employees to meet surges . This 
requires daily workload forecasting and a short— fuzed 
labor pool capability. It also means the Corporation 
Headquarters (NAVSUP) must respond immediately with 
resources necessary to pay for workload growth and other 
changing conditions not under control of the NSCs. CRef. 

3 3 

There is an implicit assumption here that labor costs are 
essentially variable costs. That is, the workforce can be 
increased or decreased at will to the level necessary to 
handle a growing or shrinking workload. In actuality, 
activities find that the workload manifests itself in 
valleys and peaks. The objective becomes to maintain 
sufficient staff to handle the valleys and utilize 
temporary and intermi t ten ts for peak workload. CRef. 63 

As a result of implementing PURS, NAVSUP has been able 
to fund significant workload growth at five of its supply 
centers without an increase in NAVSUP's overall resources 
for those activities. Savings have resulted primarily from 
use of less expensive labor (temporary and intermittent 
employees). CRef. 33 
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1 . Traditional Funding Method Versus PURS 

Traditionally, NSCs and other activities mere 
funded for civilian labor on the basis of authorized end 
strength- Regardless of workload changes, the activity 
would be funded based upon a given number of work-years. 
Under PURS: 

. . . NAVSUP commits to fund workload at the required 

level of performance, i.e., field activities will be 
funded on the basis of actual work performed vice the 
fixed wor kyear /cost funding methodology used previously. 

[ Ref - 5 : p. 1 D 

In effect, NAVSUP pays participating activities for 
work actually done on a "productive unit" basis. A 
productive unit is a unit of output (work) that is 
measurable and verifiable. NAVSUP divides its field 
activities into cost centers for funding purposes. Each 
cost center is then assigned a productive unit for 
measurement of work accomplished. In CARU, and for the 
purposes of this study, a productive unit will be called a 
"work unit" and a cost center will be called a program. 

[Ref. 7:pp.A-4D A work unit at the Physical Distribution 
Program level is a movement unit. A movement unit is 
defined as a line item issued, received, inducted, or 
returned to storage. Appendix B is a list of existing 
programs (cost centers) and associated work units 
( productive un i ts ) . 

Field activities are funded at a negotiated "productive 
unit rate" (hereafter referred to as “rate") for a planned 
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workload. A rate will be defined as the cost for producing 



one work unit. The “negotiated rate" is the “price" NAVSUP 
will pay for the production of one work unit. Rates are 
determined through an interactive negotiation process 
between each field activity and NAVSUP Headquarters. Rates 
will normally vary between activities. [Ref. 5:pp. 2-3 1 

Different rates are established for each program. 

The basis for rate determination is to divide the 
number of projected work units (associated with the planned 
workload) into the estimated direct cost? both labor and 
non-labor , of resources required to accomplish the planned 
workload. Direct costs include both fixed and variable 
elements. Rate determination can become a very complicated 
process, depending on how the work unit is defined and what 
tradeoffs have to be made between the activity and NAVSUP 
in order to stay within available NAVSUP resources. 

Appendix C illustrates how a specific program (cost center) 
is defined, the associated work (productive) units and the 
basis for rate determination for that program. Because a 
considerable portion of direct costs might consist of fixed 
costs, the rate must be re-evaluated if the workload 
changes signi f i cant ly . 

2. Profit Sharing 

Profit sharing is designed to provide activities 
with the incentive to reduce labor costs through increased 
productivity and better management of the civilian 
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workforce. It is the sharing of activity savings under 
PURS. A percentage of actual dollar savings are retained 
by the activity for use as desired by the Commanding 
Officer. Recommended uses for the funds include incentive 
awards, habitability improvements, etc. Savings are 
generated by programs which "beat the rate" ( produce work 
units at less than the negotiated rate) and thereby free 
dollars for other uses. Funding is also reduced for those 
programs whose workload is less than planned. On the 
negative side, programs whose actual rate is greater than 
the negotiated rate must absorb the increased cost from 
elsewhere in the activity operating budget. NAVSUP's share 
of any savings are used to pay for workload growth or to 
undertake productivity initiatives. The profit sharing 
ratio is determined by NAVSUP prior to the beginning of the 
fiscal year. [Ref. 33 

To participate in profit sharing, a program must first 
achieve an actual rate that is less than the negotiated 
rate. The program must then meet quality goals as defined 
by quality indicators. A quality indicator is defined as a 
performance level which must be met or exceeded in order 
for a program to qualify for profit sharing. For example, 
the physical distribution program has seven indicators such 
as "point of entry effectiveness" and “warehouse refusals". 
Goals for these indicators are established by NAVSUP. 
Failure to meet established goals in any two areas in one 
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quarter or failure to meet established goals in the same 
indicator for two consecutive quarters will result in no 
profit sharing for the physical distribution program. 

[Ref. 5s pp. 5—63 Paragraph 3 of Appendix C gives a second 
example of quality indicators. 

3. Responsibilities Under PURS 

Under PURS, NAVSUP commits to fund activities on 
the basis of actual workload. The activity is expected to 
minimize the unit cost of processing actual work. 
Supervisors will be held accountable for the organizational 
and program performance against the negotiated rate, as 
well as cost reduction targets and productivity 
improvements. CRef. 5:pp. 6-73 

The supervisor, or Program Manager is expected to 
perform such activities as the following: 

-Track planned vs actual workload and rates 
-Extrapolate future workload 
-Monitor quality indicators 
-Monitor backlogs 
-Review overhead costs 

-Interface with comptroller concerning proposed rates 
—Attend rate negotiations 

-Review productivity enhancements [Ref. 5:p. 73 
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B. DEVELOPMENT OF CARU 



In FY85 NAVSUP initiated a new method of budgeting 
called PURS. Recognizing the need for an information 
system to support PURS and other management needs at the 
local activity level, NSC Charleston requested and received 
permission from NAVSUP in FY85 to attempt development of an 
information system to support those needs. The resulting 
system was called the Cost Account Roll-Up (CARU) System 
because of the way labor costs are recorded at the 
individual employee level by job order and summarized up to 
the cost account, program and activity levels. The system 
prototype was placed in operation at NSC Charleston in 
FY86. [ Ref. 7:p. 13 

C. PRESENTATION OF CARU TO OTHER ACTIVITIES 

CARU was presented to the NAVSUP Executive Board on 28 
May 1986. The briefing was well received and NSC 
Charleston was directed by Commander, NAVSUP to provide an 
on— site presentation to other NAVSUP field activities. The 
briefing was conducted in July 1986, with the ultimate 
objective of enabling attendants to have a similiar 
capability and ensuring that the data base for management 
reports is the same throughout the field. A list of 
attendees is provided in Appendix D. CARU was well 
accepted by most of the other field activities. [Ref. 13 
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NSC Puget Sound is first in line to receive the system once 
it is available for export to other activities. 

D. CARU FROM AN INFORMATION SYSTEM RESPECTIVE 

1 . Def i n i t ion 

For the purpose of this study an information system 
is defined as a system which will provide that information 
which is necessary to support the decision making and 
control functions in an organization. Information is 
defined as data transformed into a format which is not only 
meaningful to the user but of real value in making current 
and future decisions. [Ref. 8:pp. 1-5 ] CARU provides 

information in the performance/control category. It 
basically answers the question of “How well are we doing?" 

2. Information System Performance Criteria 
According to some authorities, most information 

systems fail because too much emphasis is placed on 
technology and not enough on crucial organ i zat i onal 
behavior problems and interrelationships. [Ref. 9:pp.l— 53 
Major problems cited are as follows: 

-Users don't understand the output they receive. 

-Changes are made to the system without consulting the 
users. 

-The system produces much more data than can reasonably 
be ut i 1 i zed. 

-It is difficult to obtain changes to an existing system. 
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